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lU£I.I Resources Inc.

A Subsidiary of NIPSCO Industries, Inc.

Mr. Ralph E. Dennis, Staff Assistant
. Public Service Commission

P.O.Box 615

Frankfort, Kentucky 40602

Re:  Kentucky Public Service Commission Report on Natural Gas L

, Tha Navi A )
“in Kentucky: "Exploring The N S oward Customer Cho

Dear Mr. Dennis:

Enclosed for consideration are the written comments o

(“NIERI") in connection with the above referenced report.

nergy Resources inc.

We appreciate your consideration of our comments. Unfortunately, NIERI is unable to have a
representative attend the public hearing on Friday, August 22, 1997. We would, however, be willing to

meet with you at your convenience to dlSCUSS our written comments and any questions you may have.
In addition, we would be prepared to discuss with you our experience in other unbundling pilots.

Pam Prairie will be calling you in the near future to discuss your interest in such a meeting.

Again, thank you for the opportunity to comment on this important issue.

Yours truly,
Lelers Feprerr
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COMMENTS OF
ATED ENERGY RESOURCES, INC. (“NIERI”)

NESI INTEG

Re: Report on Natural Gas Unbundling in Kentucky
“Exploring the Next Step Toward Customer Choice”

NIERI, a subsidiary of NIPSCO Industries Inc., is a gas marketing company that
offers gas supply and supply management services to small commercial and
residential customers. NIERI is currently participating in a small customer
fransportation pilot program in Michigan Consolidated Gas Company’s Grand
Rapids service area and is in the process of qualifying as a supplier in the
recently approved East Ohio Energy Choice Program, a pilot program involving
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168,000 small commercial and residential customers in Ohio.
NIERI's Interest in This Matter:

NIERI! specific interests in this proceeding are competitive. NIERI is interested in
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residential customers throughout the upper Midwest. Direct access to the market
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compete in the identified market.

At the present time, NIERI cannot compete to provide any services to small
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customers in Kentucky because service to those markets is still “fully bundied.”
This proceeding presents a forum to consider expansion of supplier choice to
the customer base that NIERI serves.

introductory Comments:

NIERiI commends the Kentucky Commission for initiating a public proceeding to
consider the merits of extending customer choice to small customers. The
thoughtful report prepared by Mr. Dennis raises a number of issues and
questions regarding the potential benefits of extending supplier choice to

residential and small commercial consumers. NIERI's comments will respond to
several key issues raised in the report including:

= whether unbundling natural gas in Kentucky is in the pubilic interest;

= how a residential gas transportation program will benefit the customer;
and

= the manner and pace at which unbundling shouid proceed.



o B B2 1
UG TICTICOL

b T4

PAGE 2

nen s nnon oo b

) a.n.d -m'eﬁ-s ﬁ F o TPV e ﬁ—:-_ ‘...B..._li o -

As a potential competitor in the Kentucky market, NIERI supports the extension
of supplier choice to all natural gas consumers through unbundling. Properly
structured, an unbundling program will aliow for the development of supplier and
service competiion. From a consumer perspective, the development of
competition should benefit customers through price competition and increased
service options.

In fact, based on the experience at the federal level, unbundling has resulted in
more service choices and lower prices for consumers. Natural Gas 1996:
Issues _and Trends, prepared by the Energy Information Administration,
discusses in detail the savings that have been realized at the well head and at
the city gate as a result of Order 636 unbundling. (It is worth noting that the
report also points out that the savings for residential and small commercial
customers, who do not have direct access to supplier choice, has been
significantly smaller than the savings for those customers, including industrial

and large commercial customers, who have supplier ch0|ce.)

While NIERI appreciates that there are differences between the markets to

whom supplier choice is currently available and residential and small commercial

users, it is reasonable to expect that extension of choice to small customers will

result in the same kind of benefits that industrial customers have gained th irough

access to transportation and supplier choice. That is, lower prices and more
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N notes that recent reports regarding the Wisconsin Gas Company and the
Columbia Gas of Ohio pilots indicate that customers have experienced savings
in their gas costs. The report for the Wisconsin Gas pilot, prepared by an
independent market research firm, also indicates that small consumers liked
having the option of choosing to buy from more than one suppilier. (Copies of
Gas Daily articles reporting on the referenced pilot results are attached).

As Mr. Dennis notes in his report at page 2, numerous states are pursuing
unbundiing down to the residential level through pilot programs, and a few
through legislation. In approving these unbundiing programs, the state
commissions (or legislature) in those jurisdictions have concluded that
unbundiing and supplier choice are in the public interest and would benefit small
consumers.

The fact that so many other jurisdictions (particularly in the upper Midwest,
northeast and mid-Atlantic region) are proceeding with small customer
unbundling supports a finding by this Commission that small customer
unbundling in Kentucky would also be in the public interest and of benefit to
small consumers. In addition to the strong trend to extend supplier choice to
small consumers, the preliminary pilot resuits from Wisconsin and Ohio, appear
to confirm the benefits of unbundiing for small consumers.
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To the extent the Commission has some level of uncertainty as to how smali
customer unbundling will work, pilot programs can be used to ease the transition
to system-wide supplier choice for all stakeholders, including distributors,
consumers, competitors and regulators. Although several companies have
suggested that pilot programs may be unnecessary, it is NIERI's view that a
properly structured pilot that leads to system-wide unbundling for all customers
can be an effective vehicle for managing the transition to a more competitive
gas sales market at the retail level.

NIERI is mindful of the fact that distributors will incur some level of cost as they
proceed with implementation of small customer choice programs including
information system costs and program customer educatlon costs Depending
upon whether suppliers are required to take assignment of contract upstream

assets, there may also be costs assoc:ated with unused capacity.

Pilot programs can be helpful in identifying unbundling costs. To the extent

unbundiing is phased-in over some reasonable transition period, these costs are

more easily managed by all participants in the unbundling process.

From a supplier perspective, if initial unbundhng costs are disproportionately
high, they will create a barier to entry that will umwwdge customers from
buying from an independent supplier.

Pilot programs can also help to establish a comfort level among regulators and
consumers that third party suppliers are reliable. The performance of suppliers
under the pllot should provide a factual basis for determining what, if any,
penaity provisions and back-up obligations the distributor needs to assume in
residential service unbundling.

Pilots are also useful in identifying potential unanticipated operational and
administrative issues that may arise on individual distributor systems.

Finaily, pilots are important vehicles for making the consuming public aware of
the changes that are occurming in the energy industry and of the new choice
options they will have as a result of unbundiing. Because of the “newness” of
supplier choice for residential customers it will be important to have a balanced
and informative education effort. Without a pilot, market acceptance of
altemative suppliers might be siowed.

Again, from NIERI's perspective as a competitor supplier, properly structured
pilot programs are worthwhile. NIERI does caution that pilots can also be used
to create unreasonable bamiers to entry and can be used to frustrate
competition from third party suppliers.

Assuming this Commission proceeds with unbundling for small customer, it may
be appropriate to establish pilot program guidelines that fairly balance all parties
interests and insure that the pilot program is a meaningful step toward system-
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wide unbundling and market competition. Suggested guideline areas are
iscussed below.

Timeline and Manner of Unbundling:

a) Initiating Unbundling to Small Customers Through Pilot
Proarams

rrugrans

NIER! recommends that the Commission require distributors in Kentucky to fila
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unbundling pilots as the preferred manner for initiating system-wide unbundling.

The initial pilot should set-up, as a minimum, a program that allows small

customers tc buy a transportation service which service would be used to

transport gas commodity requirements purchased from third party suppliers.

in the long—tem distributors should be requnred to offer various unbundied
Ihealmemmicnme abmomemen mmemod bamad e

transportation services, including balar icing, storage, and ioad mdnagemem
services.

Distributors who choose to inciude more extensive service unbundling, beyond

the impiementation of suppiier choice, as part of their initiai piiot shouid be
allowed to file to offer such services.

b) Timeline

Assuming it concludes that extension of unbundling is in the public interest, the
Commission should set a date certain by which distributors are required to file
unbundling pilot programs or unbundiing tariffs (in the event pilots are not
required).

NIERI believes that it is important to set a date certain for filing unbundiing pilots
in order to move the process forward. By including a deadline for filing, the
Commission will insure that all distributors take steps to advance competition
and choice for small customers served behind their systems. As important from
a consumer perspective, if all distributors are required to file a pilot program
within the same time frame, the customer education process will be broader

based and reinforced. S R

NIERI recommends consideration of a filing deadline of six months after the

Commission issues an order related to this report.

o CAi 3w

[ORUR 1 | Py

s, Most approved piiots in other jurisdictions have an
initial term in the range of 2 years. (Typically, after the first year of the pilot, the
eiigibie customer base expands.) That wouid appear to be a reasonabie
guideline in Kentucky as well.
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d) Pilot Size

The clear trend is to increase the size of piiot programs to inciude a larger
number of customers in the first year of the program. While there is not a
uniform percentage, the trend is to have pilots in which a minimum of 5 -15% of
the customer base is eligible in the first year of the program.

In keeping with the trend toward larger pilots, NIERI recommends that the
Commission consider adopting a guideline that would require a minimum of 5%
of customers be eligible in year one and at least 15% be eligible by year two of
the pilot.

e) Extension of Supplier Choice System-wide

Pilot programs should be the first step toward implementation of system-wide
supplier choice for all customer groups.

NIERI recognizes that a distributor's ability to offer choice system-wide is

significantly affected by its upstream portfolio. Therefore, it is important to
consider the role-off the distributor's upsfream contracts in establishing a
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timeline for system-wide unbundling.

As a distributor’s upstream portfolio expires (or is up for renewal), opportunities

to open the distributor's market to su |nnh=r' mmnnﬂhnn without Pmahnn a

potential stranded cost issue are created Stated simply, the number of

£, IH
customers eligible for supplier choice should increase in direct proportion to the

volume of contracted MDQ that is up for renegotiation or expiration.

Assuming that the distributors in Kentucky have upstream portfolios with expiring
contracts in the next 3 - 5 years, NIERI recommends tying the expansion of
unbundiing to the expiration of upstream contacts. In this way any stranded cost
issue wouid be minimized. And distributors will have advance notice that their
markets will be open to competition so they can make timely and appropriate

adjustments to their portfolio strategy and structure.

f) Capacity Assignment

Most pilot programs in other jurisdictions have required suppliers to take an
assignment of an allocated share of the distributor's contracted upstream
space.

For pilot program purposes, if assignment of upstream capacity is required in
Kentucky such assignment shouid be at no more than the distributor’'s weighted
average system cost for capacity in the most recent twelve month period.

Further, distributors should not be pemmitted to charge suppliers taking
assignment of capacity a rate that is higher than the distributor's applicabie
contract rate from the delivering pipeline. (In other words, if the distributor gets a
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discount on capacity, a supplier who is required to take an assignment of that
capacity should be charged no more than the discounted rate.)

To the extent capacity assignment is required, the assigning distributor should
be requ iired to facilitate canacity tradina amona sunnliers so that r-an:mtu can be
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aggregated in manageable packages. Similarly, if storage is assigned, the

dietnihi tor ould facilitate trading of the storage
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the benefit of a more competitive gas supply price from third party suppliers.
g) Suppiier Qualifications
Pilot programs should include reasonabile supplier quaiification criteria:

speaﬁcally a demonstration of creditworthiness and an affidavit that the supplier
nas adequate resources under contract to meet its pilot program market
requirements.

Supplier qualifications should not be unduly burdensome or used to gather data
about the suppiiers business. Nor shouid there be any unreasonable initial
application fees. Excessive information requirements or excess fees should be
viewed as unreasonable barriers to entry and prohibited by the Commission.

h) Access to Customer Information and Billing

Distributors should be required to make available to qualified suppliers, at a
reasonable cost, a list of the customers who are eligible to participate in the pilot
program. The list should include eligible customers names, addresses and
account numbers. Similarly, suppliers should be required to limit the use of the
customer list to solicitation under the pilot and be prohibited from reselling the list
to any other service provider.

Suppliers should have the option of billing their own supply charges to
customers rather than using utility billing services. If the utility provides billing
services, the cost of that service should be made known to the supplier.

Both of these items affect a competitor supplier's ability to gain market share.

Simply stated, if the Kentucky Comm|ssmn wants to encourage participation by
third party suppliers in Kentucky pilots and promote choice, access to customer
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lists (for a fee) and the right to directly blll charges are extremely important

i} Supplier of Last Resort

The pilot should also include a provision for supplier of last resort service. If the
distributor does not want to provide that service directly, it should be allowed to
solicit bids from other suppliers to provide the service
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While there are other issues that affect small customer unbundiing piiots, NIERI
believes that adoption of guidelines which address these major items will greatly
faciiitate the deveiopment of meaningfui piiot programs in Kentucky as weli as
foster the development of supplier competition.

Respectfully submitted,

NES! Integrated Energy Resources, inc.

By: /@M%W o

Robert Lynr ve Director”

Dated August 21, 1997
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TpansColorado shifts ownership

\u JransColorado Gas Transmission, the parl-

nership now laying a 265-miie pipeiine from the
New Mexico-Cclorado border to northwest Colo-

rado, will proceed under two equal parinars, not
three as belore.

TransColorado will build the new pvpehne
~ gonsidered Phase | — under the sponsor-

ship of KN Energy and Questar Pipeline only.

Untit Mondav, Tranelolorado was owned by
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three equal buliders: KN Energy, Questar and E
Paso Energy (6D 6/30). o

Phase I, in service since Dacember 1996,
tinks the Coyote Guich pbam to northern New

Mexico's Blanco Hub uuaiiﬁu a 25-mile line.

When Phase Il goes into service, El Paso will
completely relinguish its stake in TransColorado.

*This was an internal capital allocation.

decision” to fund different projects, said Ef
Paso spokesman Scoii Vonderheide. "Our main
objective had been to get extra volumes into the
Ft Paso system ™ as TransColorado will, aven
without £l Paso's financial help, he added. JP

. ___________________________}j
U.S. energy use forecast
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ha @uli version of tha CNG Enerpy ladex is available io
Gas Dally On-Line subscribers via Enemet. For information
sbout Gas Dally On-Line, phons 713-839-5800.
*The baseline of O represents normal for that day
based on historical data.

Electronic Trading . .
System Prices LI

Delly Index prices in this tabie are supphied by the slectronic
rading services indicated The prices are volume weighted
averages, in $mmBiu, for deals done on the column date,

Boidiace prices indicate now data. )
July &30 - ™"
Index Index .
CrickTraide 4 :
Chicago 2.250 2.190
Streamiine . .
Transcao St. 85 . 2.180 2.180
-
Spot crude rises
Change i from day belore
Resuils for Tueaday
Prices are In charperbumrwhm not in Blus
nl,l ﬁ.ll C.".a.".e.‘
Weat Texas intermediate
Spot Crude 2015 2020 +40¢
Crude futures (Augusl)' 20.12 —_ +82¢
#6 resid, max
" East Coast 18.50 18.75 +25¢
$2.86/mmBtu
Gulf Coast 1600 1525 —
$2.42/mmBtu
Low-sulfur waxy resid:
FOB Singapore 18.75 17.00 +25¢
$2.83mmBtu
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s savings in Ohio
nolumbia Gas System's marketing subsidiary, Columbia Energy Services (CES), has closed
on its $14.75 million purchase of PennUnion Gas, a deal that is expected to more than
double the volume of natural gas the company markets, Columbia said yesterday.
With the addition of PennUnion’s volumes, Columbia is expected to market more than 3
billion cfd (GD 6/4). Columbia plans to make Houston its trading hub, with CES Senior Vice

President Philip Glacssner heading operations there. CES' former headquarters in Pittsborgh

will become a regional office.

Columbia also said yesterday that residential customers participating in the pilot program
of its Ohio distributor affiliate have saved more than $1 million during the first three months
of the program. About 30,000 residential customers in the Toledo area are participating in
Columbia Gas of Ohio's Customer Choice program. CES is one of the panticipating suppliers
in the pilot.

For April, the average pilot participant saved about $8.50 on their monthly naturai gas bill,
followed by $6.50 per monthly bill in May and $3.35 for June, Columbia said.

The distributor nopes io BXPZM mepuox to oiher pornom of its Ohio séfVlw ml tiv. 3
the Public Utility Commission of Ohio reviews the Toledo program.
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Canadian 88 fends off takeover rumors

Mamml gas producer Canadian 88 Energy insists it is not a takeover target unless the price

is right. “We're not for sale,” President Greg Noval told the company’s stockholders at
Wiheir annual meeting this week. But he added, *“We'll ook seriously at any offer.”

Calgary- Canadian 88 has had two serious offers, onc at about $4.30 per share. Noval

is looking for atl 5, making the company’s worth $457 millioft. Earlier this year, Canadian

88 mounted a hostile million takeover bid for Morrison Pétroleums, ultimately losing out

to Northstar Energy, also of°"Caigary.
Noval continues to cd:&wrﬁson for inﬂ%atural gas reserve numbers in the
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W alCton arca, SoULIwesy Ox aigai U RCAL WHCTI Ldaliauiall oo daya i (e LU oo
Northstar responds that Noval hrmt comments to his own company, mainly

because he hag no idea how Northstarevalua s assets. Morrison says it hac about 152 billion

cf of gas in the Waterton region. w/\(
The Alberta and Ontario securities missionsage still investigating trading of Morrison

shares by a company related to Cangdian 88, West prior to Canadian 88’s offer.
Canadian 88 lent millions of dol West Central to buy the Morrison shares. Noval denies
any wrongdoing.

Canadian 88 also said it pd'longer has an appetite for takcovers ngless it finds something
more interesting. “We're ocoking for corporate acquisitions,” Noval said. “We focus on the

drill bit to grow »
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impact exploration wells. It plans to spend $80 million this year, giving it additional production

of un ta 70 million cfd. Production this vear ic forecact to he 118 million ofd.

of up to 70 million cfd. Production this year is forecast to be 115 million cf
By September, Canadian 88 expects to have a $4.4 million pipeline connecting its fields
to Shell Canada's processing plant nearby. Canadlan 88's Waterton field is thought to contain

SO0 billion cﬁf;iﬁ ' PM

Reading & Bates to build platform for Shell

s entered into a letter of intent with Shell Deepwater Development
ter moored, semi-submersible

) cading & Bates Drilling
(SDD) to build and leas€ s new generation, ultra-
B Rdrilling platform, under a fimM~\{jve-ycar contract.
The Houston-based rig con compagy will eam approximately $335 million
during the life of the contract, $100 miliio than the expected construction cost of the rig
platform. Delivery of the semi-submersi -6, is scheduled for January 2000.
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however, is suitable for WO!"V ice, including arsh environments of the North Sea,
the company gaid
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A Shell spoke;vymﬂvould not divuige if SDD would\mtmue to use the rig after the
end of the initial five“year contract, or, if it extended the contract, whether Shell would move

© Copyright 1997 by Pasha Publications Inc.
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Gas Daily Friday, August 8, 1997

market, Tatham Senior Vice President Edward Moses said (GD 7/14).

The Tatham project also would tie in gas from the $5 billion Hibernia oil project that is
about to start production off the coast of Newfoundland. Mobil Oil Canada, which is the
operator for both Hibernia and the 3 trillion cf Sable Island project, plans to pump Hibernia gas
back into the subsea reservoir.
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and Northeast Pipeline as well as the TransQuebec and Maritimes pipeline

sponsored by Tr ada PipeLines and Gaz Metropolitain,

“The difference ecn us and MmumcsandNonhusx is thaf their pipeline is producer-
owned, and they control much gas flows and when,” M “With onrs,anyproducct
can access the system. We Baye a bigger pipeline and can larger volumes.”

Tﬂhunupmpowngamam line between 36 and 42 inches, nammowing to 24 inches for a
projects call for 30-inch pipelines.
's National Energy Board in the next
several weeks, Moses said. Construction™gf theAnitial phases of the elaborate network near
Sable Isiand and Scabrook is planned to b%?l«fdby November 1999.
Ths amhitinne mennasal alreadsr hao ¢ nf Nawrfaisndiand Dearmier Brian Tahin
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while the Nova Scotia government, hass the Maritimes and Northeast project
in the past, says it has an open mind dn the Tatham pipeline.

mhamsaidizwouxdchaxf?énwnmfor ion but promised that would drop
once volurues increased. It also ¥owed to give Nova Scotia g yers a special rate, something
new Premier Russell is anxious to get (GD &/5).

“One of the advantages of our proposal is that there is no going gh people’s property,
farms and woodlands,” Moses said. “We'd be doing the same thing tRat is being done in the
North Sea. Technically, it is easier.”

Taiham admitied ihai constructing a pipcline on ihe Grand Banks wouid be more difficuk

than the North Sea because of the huge icebergs that haunt the region. The pipeline would be

laid ADMA’W:\SMQM 1 (Mfm
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Atlantic fisheries are being coasnlted about ways to minimize potential damage to fish
stocks. and the company also plans to consult environmental groups. PM
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navings and reliability are the most important aspects customers want when purchasing
natural gas from a supplier. And when customers find a supplier that fulfills their desires,
they are generally satisfied, according to 2 recent survey of the participants in Wisconsin
Gas’ GasAdvantage piiot program and other customers in the utility’s service area.
Two independent companics surveyed participants as well as non-participants of

acAdvantass amistamar shnics allnt nenssam aflficnnncin flae lawras Bdone af Wiennmnein
WREAGTVRIRGEL, & CUBMRLA GO il PiUEKIGIRN U v ISLOGELN WJas. VG gL aagar Us vr s Oibils

Energy Conservation, teaming with Matousek & Associates, a marketing research firm, called
150 residential and 200 commercial natural gas customers, equally.

GasAdvantage, which allows residential and commercial customers to choose their own
supplier, involved close to 1,550 residential and commercial customers in the city of West
Bend, Wisc.

Of the customers who gave GasAdvantage their highest possible rating, 73% were
residential and 54% commercial. Customers said the opportunity to save money was the most
important factor in the program.

The survey aiso showed that two-thirds of the customers thought changing suppliers was
casier than switching long-distance tcicphone companics.
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the utility’s experience, sccordmg to Chuck Cummings, Wisconsin Gas’ director of regulatory
affaire, The nilot was Iimited in size to allow the utility to focus on starting onemhonal

procedures necessary to support customer choice.

Cummings said the other state natural gas utilities must open their systems before customer
choice can truly happen in Wisconsin.

In the survey, the majority of the non-participants of GasAdvantage had no real motivation
to “jump on the bandwagaon,” according to Teri Matousek of Matousek & Associates. “They
were just happy with their present suppliers, so they didn't bother,” Matousck said. Most of the -
customers that joined GasAdvantage were those who thought the pilot program was a greatidea
and were quick to sign up. BP
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